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AN ARGUMENT AGAINST AN OFFICIAL VALU- 
ATION OF RAILROAD PROPERTIES. 

JOSEPH P. COTTON, JR. 

The human mind is a curious instrument — it tends to 
read all the elements of life in terms of dollars. It is to 
me an unthinkable thing to value the Hudson River, the 
Erie Canal, or the New York Central Railroad. All are 
great national highways — and the movement on the last 
may be the greatest. To describe it in terms of dollars, 
by adding together units of replacement cost, is a feat 
of statistical gymnastics. The estimates of the best in- 
formed experts might differ on that valuation by millions 
of dollars. 

If we had to have it done, we should all turn to Mr. 
Adams — warning him, however, that the task was of 
infinite tedium and difficulty. But granted that he has 
in five years — a modest estimate — made an authorita- 
tive valuation of the physical properties of the New 
York Central system, and granted he has had the statis- 
tical joy of adding up his totals, the question is, what 
good is it? 

It would not be surprising if his total addition of unit 
costs were considerably more than the total capitaliza- 
tion of the railroad — not because the capital was not 
watered, but perhaps because the terminal and water- 
front properties of the railroad have, because of the 
presence of the railroad itself, vastly increased in money 
value. Indeed, that is going to be one of the inevitable 
"jokers" in railroad valuation if we ever come to it. 

I do not understand that any one supposes that an 
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official valuation of railroads will have any direct rela- 
tion to any specific freight rate. If we had it today, it 
would not aid the Interstate Commerce Commission in 
its decision as to any rate on any commodity between 
specified points. Freight rates are not made with refer- 
ence to any one principle or theory, and the law of freight 
rates is made up purely of negatives. Nor is an official 
valuation expected to establish any new principle by 
which rates shall bear any mathematical ratio to the cost 
of service. The plan is simply to limit the total reward 
to all railroad investors to a fixed percentage on the 
official valuation of the respective roads. 

For this general theory of valuation and reasonable 
return, Mr. Adams has, in a vague way, judicial author- 
ity. The courts have said that any legislative rate-making 
which denies a fair return on the value of the property 
invested is so far arbitrary as to deny constitutional 
rights and be void, and the courts further indicate 6 per 
cent as a reasonable return in the application of this test. 
Mr. Adams's plan finds in this definition of the legal 
boundary line of folly in rate-making the basis of his 
system of regulation. 

As to the large steam railroad systems, I think any 
method of limiting the return on the basis of an authori- 
tative physical valuation contains so large an element of 
error as to be unfair. First, such a basis is in its nature 
shifting and uneven; the prices of land and materials 
fluctuate from many causes, and any official valuation 
would be antiquated before it is completed. Second, the 
standard has no element of elasticity which will allow it 
to change with the vibrations of commercial prosperity 
which have so large an effect on railroad earnings. In 
bad times railroad earnings, yielding to commercial con- 
ditions, will fall below any fair fixed rate of return; in 
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good times they cannot rise above it; and good times 
and bad times defy any law of averages which one 
generation can form. 

My objection, then, really is that this program is unwise 
because it fails to bear any relation to the commercial 
facts of railroading. 

Particularly is this so since the capital required for 
American railroads is always changing. Following the 
remarkable prophecy of Mr. Hill, the railroads of America 
demand a constant influx of new capital, not only in the 
pioneer lines of the West tapping new territory and 
building up new communities, but in the East as well. 
That demand for new capital does not bear any definite 
relation to increase of passengers or freight. Tunnels 
are built and to be built, inter-city and suburban lines are 
to be fitted with electricity, great terminals are erected — 
that is the story of American railroading today, even on 
the Atlantic seaboard. Such projects as the tunneling of 
the Hudson River, which can only pay with the develop- 
ment of communities and business which are created by 
the existence of the tunnel itself, may well contain so great 
an element of risk that capital will not go into them on any 
6 per cent return. Even in New York railroading it is 
still necessary to coax the undertaker and the underwriter 
with a stock bonus. I assert with considerable confidence 
that most of our railroads are still in a pioneer stage, and 
that any plan of regulation which will take from them all 
element of speculative return and large rewards to the 
investor will tend to limit railroad progress. 

One other objection weighs strongly against any system 
of railway rate regulation based on physical valuation. 
Railroad systems today are, and under the law must be, 
competitive. That is true in spite of the fact that there 
are few rate wars, but many divisions of territory — true 
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in spite of the fact that competition is not driven to the 
point of extermination. But if railroad rates henceforth 
are to be automatically based on a fixed percentage of 
return on an official valuation, competition will take a 
more sinister turn. Why under this plan must not the 
rates of the less valuable road force down the rates of the 
more valuable, and why therefore must not the more valu- 
able road eventually lose traffic and fail, or operate at an 
unfairly low return? If the parallel lines from New 
York to Philadelphia be valued, why must the result not 
come that one of them ceases to be valuable? And why 
must not such a plan inevitably result in immense re- 
arrangement and disaster, at least in its initial stage, to 
railroad investments, and in its next stage to the absolute 
end of competition between railroads? This idea of 
railroad competition is not perhaps an essentially valuable 
one, but the state governments and the lawgivers seem to 
think it is. In any event, it cannot well exist with a 
limited return in railroad rates based automatically on 
valuations. The main value of the competition that exists 
between railroads today is that it is a spur to new enter- 
prise, and that advantage should not be lightly discarded. 
You will see that what I have said applies much less 
strongly to the official valuation of other monopolies, 
like municipal water and gas plants. They are more 
nearly real monopolies, they are less important, with a 
far less immediate relation to commercial prosperity. 
The statistician can get from them, or many of them, a 
valuation that he knows approximates investment cost. 
Such local monopolies are much more often guilty of real 
extortion, and it may be vital to regulate and curb that 
extortion by standard valuations and fixed percentages 
of return. But trunk line railroads are national institu- 
tions. Their rates are not, at this time, on the whole, 
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extortionate. They have been amazingly vigorous, 
daring, and progressive. 

Do not think I minimize their faults. By all means, 
if stock watering seems a national evil, curb the future 
issue of securities. Stamp out special privilege and all 
favors to shippers. Stop the adulterous intercourse of 
the railroads and politics. Keep the railroads out of every 
other form of business. Stop their villainous habit of 
killing and wounding employees and passengers. Stop 
future increase of railroad rates not proportioned to in- 
crease of operating expense, if you will. That is a con- 
structive railroad program which might delight a presi- 
dent. Why add to it a plan to change the nature of rail- 
road investments by limiting their return, when there is 
no real evil aimed at save a bogey of extortion, particu- 
larly when such a change may endanger the effectiveness 
and progress of American railroads? 

Now as to the by-products of this plan of official 
valuation: it is stated that it would help in fixing taxes. 
It would be unimportant in national taxes, for no such 
tax could be levied, but the tax laws of the several states 
are often badly administered and unequal. In such 
states as tax public service corporations on the value of 
physical properties, there can be no doubt that an official 
valuation would be a help in checking the careless assess- 
ments of the tax officials. That is slight argument for 
an official valuation and a strong argument for a new 
method of taxation. 

Then as to depreciation. It would certainly help any 
public regulating body in estimating proper depreciation 
for any one company to have an authoritative valuation 
of its physical properties. The question of depreciation 
has not been satisfactorily treated by American railroad 
accounting; and we have just seen the transit systems 
of our large cities bankrupt largely because of that fact. 
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But if I may suggest, the great thing in depreciation is 
not to be exact, or to get exact standards, but to be pru- 
dent; and that first lesson of prudence the public regu- 
lating bodies can teach the railroads now with the 
knowledge gained from experience. The subject defies 
exact knowledge, and I submit that no exact standard of 
depreciation applicable to all railroads can be established 
by the Interstate Commerce Commission, even with offi- 
cial valuations. 

The third by-product is urged in the last report of the 
Interstate Commerce Commission, that with such an 
authoritative valuation the Commission would have a 
weapon they could use to defend their rate regulation in 
the courts. There is something in that; of course it 
would be handy, but it does not seem that any such step 
is necessary for that purpose. The latest decisions of the 
Supreme Court in the Knoxville and Consolidated Gas 
cases lay down very clearly the rule that the courts will 
exercise their power of restraining rate regulation most 
sparingly and only in flagrant cases. No fair regulating 
body can, I think, object to that new doctrine, and under 
it I do not see how any commission is at a serious dis- 
advantage, as long as their regulations are not such as 
to be flagrantly unfair. 

So the sum of my argument is this, that an authorita- 
tive valuation of physical properties of the large railroads 
of the country would be a task of surpassing difficulty ; 
it would supply a basis of rate regulation hardly fair in 
itself and not adapted to commercial conditions of rail- 
roads. No such basis is now essential to efficient regu- 
lation, and, however interesting or handy such official 
valuations might be, however illuminating on certain 
points to the student of railway problems, a plan of regu- 
lation based on such valuations contains no great promise 
of benefit, and a large possibility of danger. 



